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The Current and Proposed Governmental 
Accounting Models: A Comparison
By Larry P. Bailey and Bruce A. Leauby
Governmental financial reporting has often been the 
target of criticism. This criticism has ranged from the 
unwieldy nature of the financial report to the confusing 
and often contradictory governmental accounting prin­
ciples and procedures.
For the past few years a significant portion of the 
Governmental Accounting Standards Board’s (GASB) 
research efforts has been directed to the fundamental 
concepts that provide the foundation of governmental 
financial reporting. In December 1987, the GASB issued 
an Exposure Draft entitled Measurement Focus and Basis 
of Accounting-Governmental Funds. After extended public 
debate the GASB, in August 1989, issued a revised 
Exposure Draft entitled Measurement Focus and Basis of 
Accounting-Governmental Fund Operating Statements. If 
adopted, the revised Exposure Draft would have a dra­
matic effect on the governmental accounting model and 
would mitigate much of the criticism now directed at 
governmental financial reporting. The purpose of this 
article is to compare the current and proposed govern­
mental accounting models.1
1 The GASB has a number of research projects that are related to the 
Exposure Draft discussed in this article. Issues addressed in those 
research projects include postemployment benefits, claims and 
judgments, special termination benefits, capital improvement special as­
sessment transactions, intergovernmental grants, entitlements, and share 
revenues, operating expenditures resulting from nonexchange transac­
tions and debt service expenditures on general long-term capital debt. 
The tentative strategy of the GASB is to have all projects completed and 
have a common effective date.
The Conceptual Foundation 
of An Accounting Model
An accounting model provides the basis for establishing 
specific accounting and reporting standards. The two 
fundamental concepts that provide the foundation for an 
accounting model are the measurement focus and the basis 
of accounting. The GASB offered the following descrip­
tions for these concepts.
Measurement focus - The objective of a measurement, that is, 
what is being expressed in reporting an entity’s financial perform­
ance and position. A particular measurement focus is accom­
plished by considering not only which resources are measured, but 
also when the effects of transactions or events involving those 
resources are recognized (the basis of accounting). (p. 108)
Basis of accounting - The timing of recognition, that is, when 
the effects of transactions or events should be recognized for 
financial reporting purposes. For example, the effects of transac­
tions or events can be recognized on an accrual basis (that is, when 
the transactions or events take place), or on a cash basis (that is, 
when cash is received or paid). Basis of accounting is an essential 
part of measurement focus because a particular timing of recogni­
tion is necessary to accomplish a particular measurement focus. 
(p. 105)
The measurement focus of an accounting model deter­
mines what transactions and events are to be processed 
through the accounting model. More specifically, the 
measurement focus determines which inflows and out­
flows of resources are to be reflected in the governmental 
entity’s financial report. The balance sheet would present 
those resources that are available to satisfy obligations of 
the entity and those resources to be used in the perform­
ance of services in future periods. Similarly, an entity’s 
activity statement would summarize those resources 
received and those resources consumed during a period.
To illustrate the role of a measurement focus in an 
accounting model, assume that a governmental entity 
acquires a capital asset through the issuance of a long­
term note. In deciding whether the acquired capital asset 
and the related debt should be reported as a fund asset 
and liability, respectively, a measurement focus for the 
entity must be identified.
Although there are a variety of measurement focuses 
the GASB identified and defined the following measure­
ment focuses in a 1984 Discussion Memorandum that 
preceded the issuance of the revised Exposure Draft 
concerning measurement focus and basis of accounting.
• Flow of current financial resources - The measurement focus 
that is used in the governmental fund accounting model to measure 
the sources, uses, and balance of current financial resources, which 
are those financial resources that are cash or will be converted to 
cash within a specified period, such as 60 days or one year, after the 
balance sheet date.
• Flow of current financial resources - The measurement focus 
that is used in the governmental fund accounting model to measure 
the sources, uses, and balance of current financial resources, which 
are those financial resources that are cash or will be converted to 
cash within a specified period, such as 60 days or one year, after the 
balance sheet date.
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• Flow of total financial resources - 
The measurement focus that is used in the 
governmental fund accounting model to 
measure the sources, uses and balances of 
financial resources regardless of when they 
will be received or disbursed.
• Flow of economic resources - The 
measurement focus used in the commercial 
model to measure economic resources, the 
claims to those economic resources, and the 
effects of transactions, events, and circum­
stances that change economic resources 
and claims to those resources. [p. 60]
To return to the previous capital 
asset acquisition illustration, using 
the flow of current financial re­
sources measurement focus, the 
capital asset and long­
term note would not be 
presented as part of a 
governmental fund but 
rather would be reported 
in the governmental 
entity’s General Fixed 
Assets Account Group 
and General Long-Term 
Debt Account Group, re­
spectively. The transac­
tion does not have an 
affect on the financial 
resources of the entity, 
and the long-term note is 
not a claim against 
current financial re­
sources. On the other 
hand, if an entity uses the 
flow of economic resources 
measurement focus, both 
the capital asset and the 
long-term liability would be pre­
sented in the fund’s balance sheet 
because under this measurement 
focus the purpose is to measure the 
flow of all economic resources and 
obligations of the entity.
The other fundamental concept of 
an accounting model is the basis of 
accounting. The basis of accounting 
determines when transactions and 
events are recorded and is interre­
lated with the measurement focus. 
Two bases of accounting, as defined 
by the GASB, are described below.
Modified accrual basis - The process of 
recognizing revenues and expenditures for 
events that occur by the end of the fiscal 
year for which the cash receipt or payment 
is normally expected to occur within a 
specified period after the balance sheet 
date.
Accrual basis - Recognition of revenues 
and expenses or expenditures, and the 
related assets and liabilities, as the 
causative event occurs rather than when 
the cash is received or disbursed. [pp. 59 & 
61]
Returning to the capital asset 
illustration, under the modified 
accrual basis the capital expenditure 
would be recognized when incurred. 
Alternatively, under the accrual basis 
the asset would be capitalized and 
depreciated over its estimated 
economic life.
Current and Proposed 
Governmental Accounting 
Models
The current governmental ac­
counting model is, for
the most part, based on the flow 
of current financial resources 
measurement focus and the 
modified accrual basis of account­
ing. The current model can be 
expressed as follows.
Current and Financial Resources 
= Current Financial Liabilities + 
Fund Balance
Current (expendable) financial 
resources include cash, and other 
assets that will be converted to cash 
within a relatively short period after 
the close of the fiscal year. Current 
financial liabilities represent claims 
against current financial resources 
and generally are due shortly after 
the end of the fiscal year.
The proposed governmental 
accounting model is different from 
the measurement focuses in the 
Discussion Memorandum and is 
based on the flow of financial re­
sources measurement focus. The 
flow of financial resources measure­
ment focus is more restricted than 
the flow of total financial resources 
because, as shown below, the GASB 
established a narrower definition of 
financial resources than previously 
published.
The proposed governmental 
accounting model can be expressed 
as follows:
Financial Resources = Operating 
Debt + Fund Balance
The GASB defined financial 
resources and operating debt in the 
following manner.
• Financial resources - Cash, claims to 
cash (for example, debt securities of 
another entity and accounts and taxes 
receivable), claims to goods or services (for 
example, prepaid items), consumable goods 
(for example, supplies inventories), and 
marketable equity securities of 
another entity obtained or 
controlled as a result of past 
transactions or events. [p. 
106]
• Operating debt - Debt 
that provides financial 
resources to and is expected to 
be repaid from the financial 
resources of governmental 
funds but which is not related 
to the acquisition of capital 
assets, including infrastruc­
ture, or the financing of 
certain nonrecurring projects 
or activities that have long­
term economic benefit. [p. 
109]
The balance of this paper com­
pares specific accounting standards 
under the current and proposed 
governmental accounting models for 
revenues, expenditures, and debt. 
Exhibit I summarizes the specific 
accounting standards under the 
current and proposed governmental 
accounting models.
Revenues
Under the current governmental 
accounting model, revenues are 
recognized when they are both 
measurable and available. [NCGA, 
Statement-1, p. 11] Revenues are 
considered to be measurable when 
they are subject to reasonable 
estimation. The availability criterion 
is satisfied when revenues are 
considered to be realized (converted 
to cash) within the current account­
ing period or after the end of the 
accounting period but within time to 
pay liabilities outstanding at the end 
of the current accounting period.
Perhaps the best illustration of the 
application of the revenue recogni­
tion criteria is the accounting for
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Exhibit I 
Summary of Accounting Standards for the Current and 







• Nonexchange Revenues recognized when measur­
able (subject to estimation) and 
available (collected within a short 
period after the close of accounting/ 
budgetary year
Revenues recognized when 
following satisfied:
• Transaction or event has taken 
place
• Entity has demanded that taxes 
be paid by creating a due date
• Taxpayer has acknowledged or 
entity has affirmed the tax 
amount due
• Exchange Same criteria as used for nonex­
change revenues (see above)
Revenues recognized when earned 
(entity has done what it must do to 
complete its side of the transaction)
EXPENDITURES
• Operating Expenditures recognized when 
events or transactions consume 
expendable financial resources
Expenditures recognized when 
service or product is provided or 
consumed, regardless of when 
cash is disbursed
• Capital Expenditures recognized when 
capital assets are acquired
Same as current model
• Debt Service Expenditures for interest and 
principal recognized as they become 
due (maturity date)
Expenditures related to GLTDAG 
debt is recognized using the same 
standards as current model 
Expenditures on operating debt is 
recognized on an accrual basis 
and related discount or premium 
amounts are subject to amortiza­
tion using the effective interest 
method
LONG-TERM DEBT 
• Capital Reported in GLTDAG with proceeds 
reported as another financing source 
on the statement of operations
Same standards as used in the 
current model
• Operating Reported in GLTDAG with proceeds 
reported as another financing source 
on the statement of operations
Reported in a specific fund with no 
recognition of proceeds as 
another financing source at 
issuance date; commercial 
accounting standards are used to 
account for principal repayments 
and early extinguishments of debt
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property tax revenue. The measura­
bility criterion simply means that a 
reasonable estimate of uncollectible 
accounts must be determined. With 
respect to the availability criterion, 
property taxes must be generally 
collected within 60 days after the end 
of the accounting period in which the 
property tax revenue was recog­
nized. [NCGA Interpretation 3, p. 1]
The proposed governmental 
accounting model identifies two 
broad types of revenues, namely 
nonexchange and exchange reve­
nues. Nonexchange revenues, such 
as taxes, fines and fees, should be 
recognized when all of the following 
criteria are satisfied:
• The underlying transaction or event 
has taken place.
• The government has demanded the 
taxes from the taxpayer by establishing a 
due date on or before the end of the period. 
However, taxpayer-assessed taxes with a 
due date within one month after the end of 
the period to allow for “administrative lead 
time”should be considered as having been 
demanded as of the end of the period.
• The demand for taxes has been 
acknowledged or affirmed. Taxpayer 
acknowledgment (by paying the taxes or 
reporting a tax liability to the government) 
or government affirmation (by billing for 
the taxes) should be received or made 
before financial statements are issued, and 
a cut-off date for acknowledgment and 
affirmation should be applied consistently 
each period. [GASB, Exposure Draft, p. 
18]
Exchange revenues, such as user 
fees, investment income and gains 
from the sale of investments, should 
be recognized when earned, irre­
spective of when the cash is re­
ceived. The term when earned means 
when “the entity has done what it 
must do to complete its side of the 
transaction.” [p. 27] For example, 
investment income from fixed-rate 
securities would be recognized with 
the passage of time, while a gain 
from the sale of an investment would 
be recognized when the transaction 
occurs.
In order to compare the current 
and proposed revenue recognition 
criteria, the accounting for property 
taxes can be used as an illustration. 
Assume that a governmental entity’s 
total property tax assessment was 
$400,000 on July 1, 19X4. It is ex­
pected that 5% ($20,000) of the 
assessment will not be collected and 
that of the amount collected, 90%
... Under the current accounting standards for governmental entities, 
the following entry would be made on July 1, 19X4.
Property Taxes Receivable - Current ($500,000 x 90%).....360,000
Property Taxes Receivable - Noncurrent...............................40,000
Revenues - Property Taxes ($380,000 x 90%...................................342,000
Allowance for Uncollectible Property Taxes -
Current ($360,000 x 5%) ..................................................................18,000
Allowance for Uncollectible Property Taxes - 
Noncurrent ($40,000 x 5%)......................................................... 2,000
Deferred Revenue ($380,000 x 10%) ..................................................38,000
... Under the proposed accounting model, the governmental entity would 
make the following entry to record the recognition of property tax revenues.
Property Taxes Receivable - Current..................................360,000
Property Taxes Receivable - Noncurrent............................40,000
Revenues - Property Taxes................................................................ 380,000
Allowance for Uncollectible Property Taxes -
Current ($20,000 x 90%) ..................................................................18,000
Allowance for Uncollectible Property Taxes - 
Noncurrent ($20,000 x 10%)....................................................... 2,000
($380,000 x 90% = $342,000) will be 
collected during the fiscal year ended 
June 30, 19X5 or within 60 days of 
the end of the year. The balance of 
the property taxes will be collected 
more than 60 days after June 30, 
19X5 but before the 19X5 financial 
statements are issued.
Expenditures
The current governmental ac­
counting model measures only the 
flow of expendable financial re­
sources. Therefore, events or 
transactions that represent the 
outflow of expendable financial 
resources are classified as govern­
mental expenditures. An expenditure 
either has reduced expendable 
financial resources in the accounting 
period or represents a claim (liabil­
ity) that expects to decrease expend­
able financial resources in the very 
near future.
The GASB Exposure Draft defines 
expenditures as “decreases in 
financial resources from transactions 
other than interfund transfers, 
issuance discounts on general long­
term capital debt, and refundings of 
general long-term capital debt.” [p. 
106J Expenditures include operating, 
capital, and debt service expendi­
tures. Operating expenditures can 
arise from exchange transactions or 
nonexchange events; however, the 
Exposure Draft does not provide 
recognition criteria for operating 
expenditures from nonexchange 
transactions.
The distinction between exchange 
and nonexchange expenditures is 
that an exchange transaction repre­
sents one party receiving and one 
party sacrificing something of value. 
Nonexchange expenditure transac­
tions would represent resources 
normally distributed for legislatively 
approved programs such as food, 
housing and education.
Operating expenditures are 
described as all expenditures 
recognized that are not specifically 
classified as capital expenditures, 
debt service expenditures, operating 
transfers out or residual equity 
transfers out. In determining operat­
ing expenditures with respect to 
prepayments and supplies, only the 
consumption method can be used. 
That is, the related operating expen­
diture is recognized as services are 
consumed (prepayments) or the 
goods are used (inventories).
The Exposure Draft establishes 
standards for determining expendi­
tures for compensated absences by 
adopting, for the most part, stan­
dards that had been established by 
GASB-43 (Accounting for Compen­
sated Absences). However, the 
GASB continues to research the 
topic and it is expected that a sepa­
rate statement will be issued address­
ing compensated absences before 
the proposed statement on measure­
ment focus and basis of accounting is 
effective.
Capital expenditures should be 
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recognized when a capital asset is 
acquired. As in the current account­
ing model, the capital asset would be 
reported in the governmental entity’s 
General Fixed Assets Account Group 
and would not be subject to deprecia­
tion. In addition, capital expenditures 
and assets that arise from capital 
leases and long-term installment 
contracts should be recognized. The 
Exposure Draft notes that the 
standards established by FASB-13 
(Accounting for Leases, as amended) 
should be followed in accounting for 
lease transactions when the govern­
mental entity is either the lessee or 
the lessor. Nonetheless, the GASB 
recognizes that the standards 
established in FASB-13 may have to 
be modified in order to apply them in 
the context of the governmental 
accounting model, and the GASB is 
considering whether it is appropriate 
to establish a research project to 
study how the FASB-13 standards 
should be modified.
The accounting for debt service 
expenditures depends upon the type 
of debt that is incurred by the 
governmental entity. As explained 
later in this article, debt is classified 
as either general long-term capital 
debt (which appears in the General 
Long-Term Debt account Group 
(GLTDAG) ) and operating debt 
(which appears in a specific fund).
The accounting standards for 
measuring debt expenditures for 
debt which appears in the GLTDAG 
would not change if the Exposure 
Draft is adopted. That is, debt 
expenditures are recognized when 
due (maturity date) and are not 
subject to accrual. The current 
exception to this standard would 
remain. That is, debt service expen­
ditures can be recognized before the 
due date when funds have been 
transferred to a Debt Service Fund 
in anticipation of making debt 
service payments shortly after the 
end of the period.
In identifying a new type of long­
term debt (operating debt), new 
expenditure recognition standards 
have been established. Debt expendi­
tures on operating debt would be 
recognized in a manner consistent 
with commercial accounting. Thus, 
debt service expenditures would be 
accrued based on the passage of 
time. Furthermore, the effective 
interest method would be used to 
measure debt expenditures when the 
operating debt is issued at a discount 
or premium.
Obviously, inconsistent methods 
are proposed by the Exposure Draft 
to measure debt expenditures for 
capital debt and operating debt. The 
GASB recognizes this inconsistency 
and is evaluating the measurement of 
debt service expenditures in its 
capital reporting research project.
Debt
The current governmental ac­
counting model only reflects liabili­
ties in governmental funds if the 
liability will consume expendable 
financial resources. This recognition 
criterion implies that all debt of a 
governmental fund is of a current 
nature. Noncurrent debt is ac­
counted for in the GLTDAG.
As suggested earlier, the proposed 
governmental accounting model 
segregates debt based upon its 
purpose. Liabilities that are included 
in the GLTDAG are those incurred 
to acquire capital assets or to finance 
certain nonrecurring projects or 
activities that have long-term eco­
nomic benefit. The GASB has not 
established standards as to what 
constitutes a nonrecurring project 
with long-term economic benefits but 
it is investigating the matter. In the 
Exposure Draft the GASB noted that 
an example may include debt issued 
to finance toxic waste cleanup.
The other classification of debt, 
which is presented in a specific fund 
rather than in the GLTDAG, is 
operating debt. Operating debt is 
issued for purposes other than the 
financing of capital assets or certain 
nonrecurring projects or activities 
that have long-term economic 
benefit.
An inconsistency in the proposed 
model is that while debt is reported 
based on its purpose, capital assets 
are not reported based on their 
source of funding. Therefore, the net 
financial resources reported in the 
governmental funds will be lower if 
debt is issued for operations and 
capital assets are funded out of 
revenues rather than the opposite. 
That is due to the operating debt 
being recognized in the governmen­
tal fund rather than GLTDAG.
Summary
The GASB Concepts Statement 1 
has identified the concept of measur­
ing interperiod equity as a financial 
reporting objective for governmental 
entities. To help achieve this objec­
tive, the GASB has proposed an 
accounting model based upon an 
expanded measurement focus (the 
flow of financial resources) and a 
more comprehensive basis of 
accounting (accrual). This proposed 
governmental accounting model and 
the numerous other research 
projects now being conducted by the 
GASB will enormously change the 
accounting and reporting require­
ments of governmental entities. The 
tentative effective date for the 
proposed governmental accounting 
model (and the target date for many 
of the related research projects) is 
for financial statements for periods 
beginning after June 15, 1993. 
Although the effective date is several 
years in the future, undoubtedly the 
governmental financial reporting 
community will need a sufficient 
amount of time to digest and imple­
ment these dramatic changes.
This paper has compared the 
current and proposed governmental 
accounting model for governmental 
funds to show the major difference 
between each model.
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